This article provides evidence of the influence of the advertising expenditure of a firm going public on the initial public offering (IPO) underpricing. It is found that a higher level of advertising expenditure is associated with a lesser extent of IPO underpricing with the help of the positive signaling effect regarding the issuing firm. Because advertising expenditure is a commonly used proxy for marketing cost in the value-relevant marketing research domain, the results of this study also highlighted the effect of marketing decision in financial markets, beyond its direct effect on the sales and profits. The empirical evidence indicates that the marketing decisions, specifically advertising expenditures, are closely related with the shareholder value, especially in the context of a firm going public.
Introduction
This paper seeks the link between the advertising expenditures and the intial public offering underpricing of the firms going public. According to the previous literature, the advertising expenditures appears to have a positive influence on the market value of the firm [1] [2] [3] [4] . The potential shareholders make their investment decision based on the expectation concerning the future cash flows. The spending on advertising help these investors to have an appropriate expectation on the size and quality of future cash flows, leading to a decreased information asymmetry between the stock market investors (outsiders) and firm managers (insiders) [5] [6] [7] [8] [9] . The firm managers make decisions strategically concerning their resource allocation to maximize the long-term value of equity, which is, equivalently, the present value of expected future cash flows [10] [11] [12] [13] [14] [15] [16] .
On the other hand, one of the pivotal events of a firm to enhance its value is the going public decision. A firm can raise needed capital through the issue of new equity acquired by external investors. Because internal capital may not be adequate to cover the value-increasing projects with high growth of opportunity, raising capital from external investors is critical for the increase of the firm value. Notwithstanding the benefits of going public, the existence of information asymmetry between a firm issuing new equity and external investors generate the underpricing of initial public offerings (Beatty and Ritter, 1986; Rock, 1986; Carter and Manaster, 1990) [14] [15] [16] [17] [18] .
The underpricing of initial public offerings (IPOs) is the phenomenon that the offer price is less than its fundamental value, leading to the abnormal positive return on the first day of the issue. The IPO underpricing, a well-known puzzle in the financial market, is widely studied in the financial academia. A large body of research explains the IPO underpricing puzzle based on the signaling hypothesis, arguing that the IPO underpricing stems from asymmetric information between outsiders and insiders of the IPO firm. Compared to the insiders having superior information about the true value of the firm, external investors are in a less informed position. Therefore, the potential investors ask the compensation for taking uncertainty and spending costs in collecting information, via a substantial discount in the IPO price. This argument suggests that when there is a lower degree of uncertainty, we may observe the reduced IPO underpricing [19] [20] .
Combining the signaling role of advertising in stock market and the reasons for the IPO underpricing, we can expect that the advertising expenditure can play a role in the IPO underpricing.
If advertising expenditure spent by a firm going public convey a fundamental signal to the equity market investors with respect to future cash flows of the firm, it may mitigate the asymmetric information, and, therefore, the extent of the IPO underpricing.
The purpose of this paper is to investigate how the advertising expenditures of a firm undertaking initial public offerings affect the IPO underpricing. A large body of studies have devoted attention to the effect of advertising expenditure on the firm value and to the factors affecting the IPO underpricing puzzle in the context of signaling theory, separately. However, the link between the advertising expenditures and the IPO underpricing has not been analyzed so far in the literature.
Using the initial public offering cases in the KOSDAQ market from 2011 to 2015, we find the strong evidence that advertising expenditures play a role as signals for external investors and financial markets by reducing the extent of the underpricing phenomenon in the IPOs. It is highlighted that the higher level of advertising expenditures lead to a less pronounced IPO underpricing.
The remainder of this paper is organized as follows. Section 2 provides previous literature with respect to the advertising expenditures and the IPO underpricing. In Section 3, after describing the data and research models employed for the analysis of the link between advertising and expenditure, the empirical results were discussed. Section 4 concludes the paper. (2008) document that they could not find any evidence that the advertising intensity enhances the long-run performance of the firm.
Underpricing of the Initial Public Offering
The firm facing the IPO decides in the going public process, not only the amount of the capital to be raised from the external public investors, but also the offer price of the listing stock. To successfully conduct the IPO process, the issue price of the equity is decided at lower level than the firm's fundamental value. Researchers have devoted much effort to explain this IPO underpricing phenomenon, called "the IPO underpricing puzzle."
Since Stoll and Curley (1970) , Logue (1973) , and Ibbotson (1975) find that the closing price of the first day of IPO firms systematically increase from their offer price, a large body of studies have tried, empirically and theoretically, to explain the reason for this IPO underpricing phenomenon.
One of the well-known related theory is the signaling model, proposed by Welch (1989) . The important underlying assumption in this model is that insiders of the IPO firm have superior information to external stock market participants. According to Rock (1986) , the adverse selection form information asymmetry between insiders and outsiders of the firm generate cost for uninformed outsiders to collect information regarding the issuing firm. IPO underpricing, therefore, can be considered as compensation for this extra cost of outsiders. Ritter(1984) 
Empirical Results
[ The abnormal return (AR) and cumulative abnormal return (CAR) were calculated. To compute the abnormal return of the day t, which is the realized return minus the normal return, the normal return is defined as the market return of day t. Considering that the sample is based on the IPO cases in the KOSDAQ market, the KOSDAQ market return is employed. The abnormal return of the first trading day can measure the IPO underpricing: the higher level of the abnormal return is associated with the larger degree of the underpricing. The first-day return, Rit, is then calculated by dividing the difference between the offer price and the closing price of the first trading day after the IPO. 
AAR t : average abnormal return on day t
A large body of previous studies argue that the substantial information asymmetry between firm managers (firm insiders) and external investors can induce underpricing of the firm's equity in its IPO (Beatty and Ritter, 1986; Rock, 1986; Carter and Manaster, 1990) .
For the first analysis, the IPO underpricing phenomenon is examined whether it exists in the Korean stock market. IPO underpricing is typically measured by the first-day return of the newly issued stock. [Table 1 ] provides the results of the event study analysis. [ Table 1 ] and [ Figure 1] provide the results.
According to [ Table 2 ], IPO firms experience large initial returns on the first trading day after going public, suggesting the issue price is lower than its intrinsic value. The first-day return of newly listed stock in the sample is, on average, 36.85 percent and this value is statistically significant at the 1% level. This empirical results show that the IPO underpricing is severe in Korea, compared to the average 18 percent of IPO underpricing in the US stock market (Ritter and Welch, 2002) .
[ Given the existence of the IPO underpricing phenomenon in the Korean stock market, the attention is focused on the link between the advertising expenditures and the extent of the IPO underpricing.
For this analysis, the following regression model is being run.
ARi
: Abnormal return for firm i on the event day t lnbid i : the natural log of the bid competition of firm i lnsizei : the natural log of the initial offering size of firm i advi : advertising expenditures scaled by total sales of firm i advbidi : advi·lnbidi (interaction term of adv and lnbid)
The dependent variable in this model is the abnormal return on the first trading day, which measures the IPO underpricing. The independent variable, advi, is the level of advertising expenditures which is scaled by total sales. Following the previous studies, control variables are also included which are known to be related with the IPO underpricing (see, Daily, et al., 2003) .
[ Table 3 ] presents the results of models 1 through 3 from the analysis of regressions.
The results in Column 3 suggest that firms with a higher level of advertising expenditures shows a smaller level of IPO underpricing, indicating a smaller amount of information asymmetry. The coefficient of the advertising expenditure, advi, is negative (-25.65) as well as statistically significant at the 5% level. The coefficient shows that the extent of the underpricing of a firm going public is smaller as the firm insiders decide to spend more on advertising. The result in [ Table 3 ] suggests that the advertising expenditure convey a signal to reduce the information asymmetry between firm insiders and external investors of the IPO firm, and, hence, mitigate the price discount in the IPOs.
Conclusion
This paper investigates the effect of advertising expenditures on the underpricing phenomenon of the firms at the time of the IPO. Since Welch (1989) proposes a signaling model to explain the IPO underpricing, numerous studies in financial area have tried to find out the factors affecting the underpricing phenomenon in the context of the information asymmetry. However, little attention has been given to the signaling role of advertising, which is intensively studied in the marketing literature, in the IPO market.
It is found that the advertising expenditure of a firm going public has a strong negative relationship with the abnormal return on the IPO date, indicating the smaller underpricing of the new equity.
Because advertising expenditure is a commonly used proxy for marketing cost in the value-relevant marketing research domain, the results of this study also highlight the effect of marketing decision in financial markets, beyond its direct effect on the sales and profits.
